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Independent Auditor’s Report

To the Board of Directors
M.A.L.S.L. Joint Risk Management Trust

We have audited the statement of net assets of M.A.LS.L. Joint Risk Management Trust as of
June 30, 2006 and 2005 and the related statements of revenue, expenses, and changes in net
assets and cash flows for the years then ended. These financial statements are the responsibility
of the Trust’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of M.A.LS.L. Joint Risk Management Trust at June 30, 2006 and 2005 and
the results of its operations and cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.

The management’s discussion and analysis (identified in the table of contents) is not a required
part of the financial statements but is supplemental information required by the Governmental
Accounting Standards Board (GASB). We have applied certain limited procedures, which
consisted principally of inquiries of management, regarding the methods of measurement and
presentation of the required supplemental information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise M.A.LS.L. Joint Risk Management Trust’s basic financial statements. The
accompanying required supplemental information and other supplemental information, as
identified in the table of contents, are not a required part of the basic financial statements. The
required supplemental information is information required by the Governmental Accounting
Standards Board; the other supplemental information is presented for the purpose of additional
analysis. The required supplemental information and the other supplemental information have
been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial

statements taken as a whole.
7424@ ; 77[«:.«'/, PLet A member o

August 17, 2006

A worldwide association of independent accounting firms



M.A.LS.L. Joint Risk Management Trust

Management’s Discussion and Analysis

This section of M.ALS.L. joint Risk Management Trust's (the “Trust”) annual financial report
presents our discussion and analysis of the Trust’s financial performance during the year ended
june 30, 2006. Please read it in conjunction with the Trust's financial statements, which
immediately follow this section.

Using this Annual Report

The Trust is a public entity self-insurance pool that provides property and liability coverages to
its participating members. Membership is primarily, but not limited to, school districts in the
state of Michigan. This annual report consists of a series of financial statements. The statement
of net assets and the statement of revenue, expenses, and changes in net assets provide
information about the financial activities of the Trust. This is followed by the statement of cash
flows, which presents detailed information about the changes in the Trust’s cash position during
the year.

Financial Overview

This annual report consists of three parts - management’s discussion and analysis (this section),
the basic financial statements, and required supplemental information. The Trust is considered a
special purpose government solely engaged in business-type activities. The basic financial
statements, which follow this section, provide both long-term and short-term information about
the Trust's financial status. The Trust uses the accrual method of accounting in accordance with
accounting principles generally accepted in the United States of America. These statements
reflect only the risk carried by the Trust, which also includes any potential unrecoverable
reinsurance claims. The three basic financial statements presented are as follows:

e Statement of Net Assets - This statement presents information reflecting the Trust’s
assets, liabilities, and net assets.

« Statement of Revenues, Expenses, and Changes in Net Assets - This statement
reflects the operating and nonoperating revenues and expenses for the previous two fiscal
years. Operating revenues consist primarily of member contributions and investment
income, with the major sources of operating expenses being claims and claims adjustment
expense, general and administrative expenses, and reinsurance costs. -

e Statement of Cash Flows - This statement is presented on the direct method of reporting
and reflects cash flows from operating activities. Cash collections and payments are
reflected in this statement to arrive at the net increase or decrease in cash for the fiscal year.



M.A.LS.L. Joint Risk Management Trust

Management’s Discussion and Analysis (Continued)

Condensed Financial Information

The statements report the Trust’s net assets and how they have changed. Net assets - the
difference between the Trust’s assets and liabilities - is one way to measure the Trust’s financial
health, or position. Over time, increases and decreases in the Trust’s net assets are an indicator
of whether its financial health is improving or deteriorating, respectively. Summarized financial
information follows:

June 30
Condensed Statement of Net Assets 2006 2005 2004
Assets $ 7776943 $ 7325199 $ 5750, 87
Liabilities
Current 1,927,048 2,334,360 1,359,319
Long-term 3,299,970 3,178,853 2,144,054
Total liabilities 5,227,018 5,513,213 3,503,373
Net Assets - Unrestricted $ 2,549,925 $ 1,811,986 $ 2,246,814
Year Ended June 30
Condensed Statement of Changes in Net Assets 2006 2005 2004
Changes in Net Assets
Total revenue $ 9883167 $ 9531629 $ 9, 195,760
Total expenses 9,145,228 9,966,457 8,502,167
Increase (Decrease) in Net Assets $ 737,939 $ (434,828) $ 693,593

In addition to net assets, when assessing the overall health of the Trust, the reader needs to
consider other nonfinancial factors such as the legal climate in the state, the general state of the
financial markets, and the level of risk prevention undertaken by the Trust and its members.

The Trust cannot control the first two factors. However, since its inception, the Trust has been
a leader in implementing aggressive risk-prevention programs. |t provides extensive training to
its members in various areas of school district operations. It makes use of several advisory
committees comprised of member employees holding job responsibilities related to the activities
of the committees.



M.A.LS.L. Joint Risk Management Trust

Management’s Discussion and Analysis (Continued)

Condensed Comparative Financial Highlights

e Overall, the Trust’s net assets increased by $737,939, from $1,811,986 to $2,549,925, due
to an increase in member contributions and investment income coupled with a decrease in
the provision for claims.

e Total revenue increased by $351,538, from $9,531,629 to $9.883,167. Member
contributions for insurance coverage premiums increased $132,727 and investment income
increased by $224,049.

o Risk management, underwriting, and other administrative expenses increased by $72,855,
from $1,143,322 to $1,216,177 due to an increase in service fees, professional fees,
administrative fees, and state assessments, which was partially offset by a decrease in office
expenses.

s Incurred claims and claims adjustment expenses were $3,060,108 and $3,879,126 for the
years ended June 30, 2006 and 2005, respectively.

e Outside reinsurance costs decreased by $75,066, from $4,944,009 to $4,868,943.

o Reserves (reported net of estimated reinsurance recoveries), both reported and incurred
but not reported, decreased by $275,167.

e Investment income of $356,451 was earned this year compared to $132,402 in the prior
year. This increase was a direct result of market interest rates and investing in certificates of
deposits during the current year.

Cash and Cash Equivalents

Cash and cash equivalents comprise the most significant numbers in the asset section of the
Trust's statement of net assets.

Currently, all cash and cash equivalents of the Trust are held as permitted by Michigan School
Law and as permitted under the Insurance Code of 1969, Act 217 of the Public Acts of 1969 as
amended, being Rule 408.43i of the Michigan Compiled Laws.

Currently, all cash and cash equivalents of the Trust are professionally managed in money
market funds and certificates of deposit and held in trust by |P Morgan Chase Bank, N.A.

Reserves for Unpaid Claims

The Trust's most significant numbers in the liability section of the statement of net assets are the
reserves for reported and incurred but not reported claims and claim adjustment expenses.
Milliman Consultants and Actuaries, a Milliman Global Firm, conducts an independent actuarial
analysis to determine the adequacy and reasonableness of such reserves.

4



M.A.LS.L. Joint Risk Management Trust

Management’s Discussion and Analysis (Continued)

Contacting the Trust's Administration

This report is designed to give an overview of the financial condition of M.A.LS.L. Joint Risk
Management Trust. If there are additional questions or information needed, please contact the
administration at (734) 425-4030.



M.A.LS.L. Joint Risk Management Trust
statement of Net Assets

June 30

Assets
Cash and cash equivalents (Note 2)
Accounts receivable - Excess insurance carrier
Funds on deposit with claims administrator
Other assets

Total assets
Liabilities
Accounts payable:
Trade

Excess insurance carrier
Allowance for unsettled claims and claims incurred but
not reported (Note 3):
Due within one year
Due in more than one year
Amounts due from excess insurance carrier
Other accrued liabilities

Total liabilities

Net Assets - Undesignated

The Notes to Financial Statements are an 6
integral Part of this Statement.

2006

2005

7,551,612 $ 7,156,999

73,867 .
150,000 150,000
1,464 18,200
7,776,943 7.325,199
203 15,481

] 77,662
259,112 2817,095
3299970 3,178,853
(883,184)  (707,883)
213917 132,005
5227018 5513213

$ 2,549,925 $ 1,811,986




M.A.LS.L. Joint Risk Management Trust

statement of Revenue, Expenses, and Changes in Net Assets

Year Ended June 30

Operating Revenue
Member contributions $
Investment income
Miscellaneous revenue

Total operating revenue

Operating Expenses
Provision for claims:
Payments
Change in liabilities for unsettled claims
and claims incurred but not reported - Net of
reinsurance recoveries (Note 3)
Excess insurance premiums
Service fee
Administrative expenses:
Risk manager
Insurance and bonds
Professional fees
Office expenses
Administrative fee

Surplus lines tax/State assessments

Total operating expenses

Operating Income (Loss)

Net Assets - Beginning of year

Net Assets - End of year

2006 2005
9526716 $ 9,393,989
356,451 132,402
: 5,238
9,883,167 9,531,629
3,335,275 1,980,154
(275,167) 1,898,972
4,868,943 4,944,009
507,645 487,498
53,110 50,581
16,422 16,422
35,84 30,967
47,224 53,582
158,685 139,595
397,250 364,677
9,145,228 9,966,457
737,939 (434,828)
1,811,986 2,246,814
$ 2,549,925 $ 1,811,986

The Notes to Financial Statements are an 7
Integral Part of this Statement.



M.A.LS.L. Joint Risk Management Trust
statement of Cash Flows

Cash Flows from Operating Activities
Cash received from members
Claims and claims adjustment expenses paid
Cash payments to suppliers for goods and services

Net cash provided by operating activities
Cash Flows from Investing Activities - Interest
Net Increase in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of year

Cash and Cash Equivalents - End of year

Reconciliation of Operating Income (Loss) to Net Cash
from Operating Activities
Operating income (loss)
Adjustments to reconcile operating income (loss) to net
cash from operating activities:
Interest and dividends
(Increase) decrease in assets:
Accounts receivable
Other assets
Increase (decrease) in liabilities:
Accounts payable
Allowance for unsettled claims and claims incurred but
not reported
Accrued liabilities

Net cash provided by operating activities $

There have been no noncash transactions in 2006 or 2005.

The Notes to Financial Statements are an 8
Integral Part of this Statement.

Year Ended June 30

2006

2005

$ 9,469,585 $ 9,453,450

(3,335,275)  (1,980,154)
(6,096,148) _ (5.976.463)
38,162 1,496,833
356,45 132,402
394,613 1,629,235
7.156,999 5,527,764

$ 7,551,612

$ 7,156,999

$ 737,939

(356,451)

(73,867)
16,736

(92,940)

(275.167)
81,912

$

(434,828)

(132,402)

55,968
(1,745)

82,170

1,898,972
28,698

38,162 $ 1,496,833




M.A.LS.L. Joint Risk Management Trust

Notes to Financial Statements
Jjune 30, 2006 and 2005

Note | - Nature of Entity and Significant Accounting Policies

M.A.LS.L. Joint Risk Management Trust (the “Trust”) was established June 30, 1988
under the laws of the State of Michigan as a governmental group self-insurance trust.
Organizational activity relating to the formation of the Trust, including the selection
of the board of directors, was sponsored by the Metropolitan Association for
Improved School Legislation (M.A.LS.L.), the founding association. The Trust
provides coverage for various types of liability, including the following: general,
automobile, automobile physical damage, mobile equipment, EDP software, fine
arts, crime umbrella, and other miscellaneous property. Membership in the Trust is
primarily, but not limited to, school districts in the state of Michigan, with 36 districts
currently participating.

The program'’s general objectives are to manage the Trust, provide risk management
consisting of compensating members for losses, costs, and expenses related to the
stated coverages, and utilize the funds contributed by members to defend any
member of the pool against stated liability or loss. Membership in the Trust is
considered after a formal request supported by a resolution from the board of
education of the applying school district. A member may withdraw from the Trust
by giving written notice. Written notice must be given six months prior to the
following fiscal year.

Trust underwriting and rate-setting policies are established after consultation with
the excess insurance underwriters and the actuaries. Members are given 30 days’
notice to make annual contributions to the Trust. The annual contributions are
based on a final budget approved by the board of directors.

The accompanying financial statements are presented using the accrual method of
accounting. Contributions from members, which are calculated by the service
company in compliance with the provisions of the Trust’s excess insurance policies,
are recorded as revenue. Claim losses, along with excess insurance premiums,
service fees, and administrative costs, are recorded as expenses. The estimated
total cost of claim losses is accrued based on the estimate of claims that will be
ultimately filed for an insurance period. To the extent that the group’s contributions
ultimately exceed claim losses and other costs, the excess amount will be refunded
in the future. If necessary, funding deficits in individual policy years will be recovered
through additional member contributions assessed to members participating in that
policy year.



M.A.LS.L. Joint Risk Management Trust

Notes to Financial Statements
June 30, 2006 and 2005

Note | - Nature of Entity and Significant Accounting Policies (Continued)

The Trust distinguishes operating revenues and expenses from nonoperating items.
Operating revenue and expenses generally result from providing services in
connection with the Trust’s principal ongoing operations. The principal operating
revenue relates to member’s premiums and investment income. Operating expenses
include the cost of services and administrative expenses. All revenue and expenses
not meeting this definition are reported as nonoperating revenue and expenses.

Cash Equivalents - The Trust considers all highly liquid investments purchased with
an original maturity of three months or less, including bank-managed investment
pools, to be cash equivalents.

Accounts Receivable - Trade accounts receivable are stated at net invoice
amounts. Collectibility of balances is reviewed periodically. Any amounts deemed
to be uncollectible are written off at that time. No allowance for bad debts is
recorded because management considers all accounts receivable to be collectible.

Federal Income Tax Status - The Trust's income is exempt from taxation under
Internal Revenue Code Section |15. Accordingly, no provision has been made for
taxes on income.

Contribution Deficiency - Anticipated investment income is considered in
determining if a contribution deficiency exists.

Use of Estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and expenses during
the reporting period. Actual results could differ from those estimates. Significant
estimates related to allowances for unsettled claims and claims incurred but not
reported are described in Note 3.

Note 2 - Deposits and Investments

The Trust's investment policy authorizes the Trust to make deposits in the accounts
of federally insured banks, credit unions, and savings and loan associations that have
offices in Michigan.

The Trust has designated Bank One for the deposit of its cash.



M.A.LS.L. Joint Risk Management Trust

Notes to Financial Statements
june 30, 2006 and 2005

Note 2 - Deposits and Investments (Continued)

The Trust's cash and investments are subject to several types of risk, including
custodial credit risk, which is examined in more detail below:

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Trust’s deposits
may not be returned to it. The Trust does not have a deposit policy for custodial
credit risk of bank deposits. At year end, the Trust's deposit balance of $7,885,321
had $7,585,321 of bank deposits (checking and savings accounts) that were
uninsured and uncollateralized. The Trust believes that due to the dollar amounts of
cash deposits and the limits of FDIC insurance, it is impractical to insure all deposits.
As a result, the Trust evaluates each financial institution with which it deposits the
Trusts’ assets and assesses the level of risk of each institution; only those institutions
with an acceptable estimated risk level are used as depositories.

Note 3 - Allowances for Unsettied Claims and Claims Incurred but Not
Reported

As discussed in Note |, the Trust establishes a liability for both reported and
unreported claims that includes estimates of both future losses and related claim
adjustment expenses.

At june 30, 2006 and 2005, the estimates are as follows:

2006 2005

Case reserves (estimated by insurance service

provider) $ 2,638,715 $ 3,128,377
Estimate of future development on case reserves and

claims incurred prior to June 30, not reported as of

that date, that are expected to be filed in the

future (actuarially calculated) 3,486,561 3,015,473
Less portion to be paid by excess insurance carrier
(Note 4) (883,184) (707,883)
Net undiscounted reserves 5,242,092 5,435,967
Less effect of discount (229,194) (147,902)

Net discounted reserves $5,012898 $ 5,288,065




M.A.LS.L. Joint Risk Management Trust

Notes to Financial Statements
June 30, 2006 and 2005

Note 3 - Allowances for Unsettied Claims and Claims Incurred but Not
Reported (Continued)

For the years ended June 30, 2006 and 2005, the estimates of the claims incurred
but not reported as of those dates were actuarially determined and are based on the
estimated ultimate cost of settling the claims, including the effects of inflation and
other societal and economic factors. The reserves for unsettled claims and claims
incurred but not reported are presented at present value using a discount rate of
3 percent and 2 percent and a 50 percent confidence level for the years ended
June 30, 2006 and 2005, respectively. Although management believes that the
provision for unpaid claims is adequate, no assurance can be given that the ultimate
settlement of these liabilities may not be greater or less than such estimates. Any
future adjustments of these amounts will affect the reported results of future
periods.

The following table represents changes in the unpaid claims for the Trust for the
years ended June 30, 2006 and 2005:

2006 2005

Unpaid claims and claims adjustment expenses -
Beginning of fiscal year $ 5,288,065 $ 3,389,094

Incurred claims and claims adjustment expenses:
Provision for insured events of the current fiscal

year 3,846,588 2,923,004
Change in provision for insured events of prior
fiscal years 611,179) 1,245,211
Total incurred claims and claims
adjustment expenses 3,235,409 4,168,215
Payments:
Claims and claims adjustment expenses attributable
to insured events of the current fiscal year 1,348,603 526,924
Claims and claims adjustment expenses attributable
to insured events of prior fiscal years 1,986,672 1,453,230
Total payments 3,335,275 1,980, 54

Change in amount to be paid by excess insurance
carrier (175,301) (289,090)

Unpaid claims and claims adjustment expenses -
End of fiscal year $ 5,012,898 $ 5,288,065




M.A.LS.L. Joint Risk Management Trust

Notes to Financial Statements
june 30, 2006 and 2005

Note 3 - Allowances for Unsettled Claims and Claims Incurred but Not
Reported (Continued)

The estimated liability for incurred prior year claims decreased in 2006 and
increased in 2005 due primarily to claims settling for amounts different from those
originally estimated.

Note 4 - Insurance Coverage

The Trust has acquired excess property and liability insurance coverage for both
specific claims and aggregate claims paid by the Trust. The specific insurance
policies will reimburse the Trust for any specific claims in excess of the amounts
shown below, up to the maximum coverage shown below. Under the aggregate
policy, the insurance carrier will reimburse the Trust for all claims paid in excess of
the Loss Fund as shown below. Upon exhaustion of the Loss Fund, the excess
insurance carrier becomes the primary insurer to the extent of the coverage
provided in the contract as specified below.

Aggregate
Specific Occurrence Excess Insurance
Accident Date by In Maximum Loss Maximum
insurance Period Deductible Excessof  Coverage Fund _Coverage
Policy year 17:
General and auto liability $ . $400,000 $ 6,000,000 (2),(3) (1) Unlimited
Damage to insured's property 1,000 400,000 201,000,000 (2),(4) (1) Unlimited
Robbery and forgery 1,000 400,000 100,000 (2) (1)  Unlimited
Employee fidelity 1,000 400,000 200,000 (2) (1)  Unlimited
Policy year 18:
General and auto liability - 400,000 6,000,000 (2),(3) (1) Unlimited
Damage to insured's property 1.000 400,000 201,000,000 (2),(4) (I) Unlimited
Robbery and forgery 1,000 400,000 100,000 (2) (1) Unlimited
Employee fidelity §,000 400,000 200,000 (2) (1) Unlimited



M.A.LS.L. Joint Risk Management Trust

Notes to Financial Statements
June 30, 2006 and 2005

Note 4 - Insurance Coverage (Continued)

(1} The maximum exposure to the Trust for any combination of the above types of
claims is as follows:

Years Ended
June 30 Amount
2006 $ 3,750,000
2005 3,615,533

(2) Liability reverts back to the school district after its policy limit is reached.

(3) Several member school districts have purchased additional coverage for general
and liability claims, ranging from $5,000,000 to $20,000,000, per occurrence.

(4) Limit of $200,000,000 layer is limit per occurrence for the Trust members
collectively.
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M.A.LS.L. Joint Risk Management Trust

Required Supplemental Information
schedule of Claims Information for All Lines of Coverage

The table on the following page illustrates how the Trust's earned revenue (net of reinsurance}
and investment income compare to related costs of loss (net of loss assumed by reinsurers) and
other expenses assumed by the Trust as of the end of each of the last |10 years. The rows of the
table are defined as follows:

(1) This line shows the total of each fiscal year's gross earned contribution revenue and
investment revenue, contribution revenue ceded to reinsurers, and net earned contribution
revenue and reported investment revenue.

(2) This line shows each fiscal year's other operating costs of the Trust, including overhead and
claims expense not allocable to individual claims.

(3) This line shows the Trust’s gross incurred claims and allocated claim adjustment expenses,
claims assumed by reinsurers, and net incurred claims and allocated adjustment expenses
{both paid and accrued), as originally reported at the end of the first year in which the event
that triggered coverage under the contract occurred (called policy year).

p

(5) This line shows the latest re-estimated amount of claims assumed by reinsurers as of the end
of the current year for each accident year.

(6) This section of 10 rows shows how each policy year’s net incurred claims increased or
decreased as of the end of successive years. This annual re-estimation results from new
information received on known claims, re-evaluation of existing information on known
claims, as well as emergence of new claims not previously known.

(7) This line compares the latest re-estimated net incurred claims amount to the amount
originally established (line 3) and shows whether this latest estimate of net claims cost is
greater or less than originally thought.

As data for individual policy years matures, the correlation between original estimates and re-
estimated amounts is commonly used to evaluate the accuracy of incurred claims currently
recognized in less mature policy years. The columns of the table show data for successive policy
years. A part of the annual change in estimated claims will be an increase attributable to
accretion in the present value computation. That amount is not shown separately. All
computations of claims are made using the discounted present value method and a 50 percent
confidence level.
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